INTERNAL RLVENUE SERVICE
District Director

2 Cupania Circle

Monterey Park, CA 91755

DEPAR’I MENTOF THE TREASURY
" 'Western Key Dutrtci '

Date: MOV 2 3 193 "

CERTIFIED MAIL

Dear Applicant:

of the Internal Rcvcnuc Code.

FA :

The information submitted mdu:atcs that y you were mcorporawd on * You
state that for the period WESNGNNNFyou were an ! unorgnn_xzcd group of collectors.”, Your

Articles of Incorporatioi provide that you are orgamzr,d for social purposm as set fonh in soction
501(eX7) of the Internal Revenue Code. -

Your are a mewbership orgamz.anon. Article I.II of youx Bvlaws statcs t!mt the purpos&s of :
your club are charitable and educational. - You plan to’ “promots, | foster and encourage actmncs :
towa. 1 the betterment of Lottle collections, and other colIectxblcs. to bcttrr facxlxtatc thc

exhibiting, displaying, trading, pronioting and researching
mcmbcrshxpmﬁ'dmfoufnmﬂymunbcrshlpm thcroarcnoducsroqmmdof
honcrary or lifs menubership. As of the date of your apphcatlon, thcrc wcre'mdmdual
memberzhips, @ family memberrhips, norary and one li

@ .cwsletier states that your current mcmbus}up is ¢

e




pablic. For the -sbow
day.

onc-year membership in your club: _Tbc ﬂyéij &tatci i
dealer tables for the year S show, * The/flyer 8130
and pass them outmthcxr a"catohelp xoux el

S

INCOME;

Show Tables
Admissions
Raffle Income
Member Dues

IQTAL .

EXPENSES

Annual Show ki ___ &
Contributions T
Occupancy L
Member Expenses: L e
Holiday Party e
Prizes -  senat
Newsletter L )
Books
Elucational
TOYAL
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!sthccrg::nmﬁonorganmcdmdopc@&edmb&@p&uy‘forplm recrcahou,mdg&;cr‘ A

nonprofitable purposes and of whxch no pa.tt of the pet cammgs inures to .th.a bcncﬁt ut‘ hs
5 members? ‘ A,

Section 501(cX7) of the C~ Je cxcmpts from Fedcmlincome tax,’ cluhs orgamzed and i
operated for pleasure, recreation, and other aonpmﬁtable purposca. no pan of tbc net cammgs of

A

Section 1.501(cX7)-1(b) of the rcguls..xom ‘ dcs, in part, thata club wluch cngagu ina |
business, such v making its social and mcmanona.l fxcihnu vyailable to e gencral publ‘c. ts
not organized and operated for pleastre,’ mc.unon, and other nonproﬁublc purposes. -,
Solicitation by advertisement o. otherwise for peblic patxonagc is prime, facie evidencs i umt 2
club is engaging in a business and is th ooemied mbstxntmlly for leasure xacreatxon, or socxal
purposes. N :

The Cormmittec ™eports of Public Law G568 state that social clubs ey ¢ mcewe‘uv» 035
percent of their gross receipts, including investmout incame, om sources outsidc thair -
membership without losing their exempe stALus ° Noa—mcmbc(.inc )me from the use of club
facilities o1 services is limit. d to 15%. The Committee chom. piovide. that gros receipts
include cha:gcs, admissions, m-mbcrshxp fecs,’ ducs. asscssments, igyestraens income, and

normal recurring capital gains on inve stments, bat cxcludmg'm tis ﬁon fees and captal
| contributions.

Revenue Ruling 58-589, 1958-2 C.B. 266 hm the cntcm or tmts for dctcnmmng whether .
an organization qualifies for e«cmptin under section $01(cX7) of the Code. - The ruling stztu '
that an *-gerd- tion must csmblwh(l)thatuboﬁ;omamudmdopcmwd for pltmu:c o
recreation and other nonprofitable purposes and (2) that no panofxts pet eami~gs inures to tke - .
benefit of any private sharcholder or individual, Tbe mlmg further stam that (0 meet the ﬁxst '
requirement, there must be an estabiished mutabendrp ofindividual ., personal covtacts and
fellowship. A comming'ing of the members must play’ maxcnal part in the life of the™ "
‘ organization. The ruling also states that to quality for ”;ncomc tax cxemption, a socivl club’™
should not advertisc its facilities {- uomncmbcr'patmmgc as this would be pnmn fncxe cvxdcncc
it wa- engagirg m a business..

>

R R

Revenue Ruling 65-63, 1965- 1 C B )40 gescribes,an organization | wh:ch conducwd 3p0rt$ |
car events for the pleasure and recreation of.-ts xpcm.‘kr: "The orgatizati “'_,s cverts were opon to
the general pubhc fora fec ona recumng .8 a0d w ca solicited patronage of its by




501(c)(7) the ruling stated that pubhc patronago or partimpanon in c.lub actzvm is pe
: xfmcxdentaltomxdmﬁuﬂwrmocoftbsclub'spm'poscandtfthcnstmcomcﬁ’ommcmvmcs
did not inure to its members. The ruling noted that the pubhc'l use of the or :
were of such a magnitude and recurrence as to. comtlb.xtcabusmt:ssm
use of the income derived from the activity helped to acquire addi**snal dssefs
expenses normally bome by its mmnbers. '

exemption under section 501(c)X7) if it dcnves incomq from mmsac‘\uu with nomncmbcxs or the
general pubhc provxded such participation is mcxdcutal to, and m‘im‘tl...mnce of the clubs

business with the gcncml pubL c by conductmg th.a ﬁxinual gﬂlf 'oumnmcnt to whzch t‘w general
public attended for a fec and because the income ﬁ'om “Je tournament mured ‘o the bcneﬁt of the

You list the annual collectibles show as
incoms«. The income you earned from the ¥l
N (S~)ofyourrcvcnuoforhm"
. that you expect to **zxve approxmmtc!y '

show to remain v un the 35 percent gross reomph;;mztanr a‘Howcver ‘your advcmsements _for
the year @ show state that there are:
substantial amount of vcndors ovcr and




your organization to limitthe number of non-manber vendors wh.;) irchase salc tablcs at tbc
- annual show. Therefore, it does not appear that your prgmuzatxon wﬂl limit the amoun® of (Foss

-Teceipts it receives from non-members to the requisite 35 percent.” In eddit.on to the non-member -

income: you re~sive from the sale tables, you also receive additional non-munber mcomc from
the gate admissions to the general pubhc R

The advertisement for your year - show xtatcs that 1 nonmcmbex must pay S‘or their
first table *hile members pay ${ Nonmembers, are ‘informad that they can yse the additional
S‘ora one person, orie year membership. | It does’ notappe&rthatavcndor whopumhascs a
one- ~ar embership in this manner, will also pamcxpatg,}n ur mogthly meetings and
educations i tours. As stated in Rev. Rul. 58-589, ;n orda_ go'cstablwh that aclubisboth
org..nized and operated as a social club, there must be an':qmb_lwhed mcmb¢rshxp of mdmduals
personal contacts and fellowship. The ruling states that eoxmmnglmg of members must. play a
material part in ths life of the organization. - It appca:z from thz ruling tlat this commingling
should take place on a regular basis as opposed to a ouo—tlme yearly event.’ Therefore, you
ca1not inciade vendors who attend only une event & yzar as mcmbers for purposes of
categorizing their income as member ve-3us non- -member.’ “{he amount these vendors pay for

their tables should be classiy'cd as nor member i mcome for purposes of thc 35 pcrccnt £ 1088
receipts test. - & :

You ! -¢ distinguishable from the, orgmnntxon described in Rev. Rul. 68-1 19, Thc :
organization described in tiiis ruling charged the same ad.tmssion and entry fee for members and
nonmembers. The general expense of the meet were met, through. a-dmxssxon charges and the sale
of programs and refreshmrents. The net proceeds were dizt butcd to charity, “Your organization
uses the income gererated from the collectibles show. for the social and mcrwzonal activities of
your organization's members. Your budgets show. that you expect to receive ‘approximately

in member dues and S from member raffles. ; Your budgets project that you will
need approaimately S-for member activities.. 'Inc;cfore 'it does not appear that member

generated income will pay Tor your member's acnvmcs'and that you wxll h.we to rely on monies
gencaated frc.m non-membcr sources. : o

A club will not be denied exemption from chcral mcomc tax bccausc it receives income
from the geners! public provided that such participation iz incidental to and in furtherance of the
club's social activities and the income from which does not inure to the benefit of club. As your
annual collectibles show is primarily attended by non-mcmbcrs and the i income gcncratcd from
the show is used for your member activities, we conclude that nou-m.smber participation is not
incidental to your club's purposes. Your activity of conductmg an annual sollectibles show
whereby members and non-mcmbcrs alike can sell their collectﬁ)lcs is further evidence that you

are not operating for :l.e vurpose ¢ “pleasure, recrcanon, or other nonproﬁtablc purposes as.
stated in section 501 . (7) of the Codz v

. The Committee Reports of P.L. 94- 568 staxc social clubs may receive up to 35 pcrcent -

of their gross receipts from sources outside their mt:mbcrshlp without losing their exempt status:
As you have received and plan to receive over 35 pcrccnt of your gross receipts from pon-

socnon 501(c)(7) of the Code.

members in the form of table sales and gate .admissions, you do not quahfy for exemptxon undcr 3



Thecefore
the Code. .

fyou are ii;ﬂg*rc&nctit with
return the enclosed Fo
form. - St

m 6018. Please ot tha |
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If you are not in agreement with this pr

request a hearing with our office of Regional D

should include 8 written appeal giving the facts. law;

V vi‘,_',‘-,",_!
X i 27 e ‘ : LRSI e afe o)
position as explained in the encloscd Publication 892 Yo wilt then Bl cant

=l D
p (% fhes

date for » hearing. The hearing may be held af thig o
you request, at a mutually cqnvcn_ie_pt ct ?fﬁ

0
’

Enclosures:
Form »)18
Notice 1214
Publicution 892




